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EXPOSURE DRAFT 
PROPOSED STATEMENT ON AUDITING 
STANDARDS: REPORTS ON 
COMPARATIVE FINANCIAL STATEMENTS 
JULY 30,1976 
Issued by the Auditing Standards Executive Committee of the 
American Institute of Certified Public Accountants 
For Comment From Persons Interested in Auditing and Reporting 
Comments should be received by September 30, 1976, and addressed to 
Auditing Standards Division, File Ref. No. 3875 
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036 
AICPA American Institute of Certified Public Accountants 1211 Avenue of the Americas New York, New York 10036 (212) 575 6200 
July 30, 1976 
To Practice Offices of CPA Firms; Members 
of Council; Technical Committee Chairmen; 
State Society and Chapter Presidents, 
Directors and Committee Chairmen; 
Organizations Concerned With Regulatory, 
Supervisory or Other Public Disclosure 
of Financial Activities ; Persons Who 
Have Requested Copies: 
An exposure draft of a proposed Statement on Auditing Standards entitled 
"Reports on Comparative Financial Statements" accompanies this letter. 
This proposed Statement provides guidance on reporting on comparative 
financial statements, whether audited or unaudited. It requires the auditor 
to update his opinion on prior-period audited financial statements presented on 
a comparative basis with those of the current period and specifies a standard 
report on comparative financial statements for two annual periods. The 
exposure draft also offers guidance on reports with differing opinions, reports 
with a revision of a previous opinion, and reports when a predecessor auditor 
has examined the prior-period financial statements. 
Comments and suggestions on any aspect of the enclosed draft are sought 
and will be appreciated. They should be addressed to the Auditing Standards 
Division, File Ref. No. 3875, at the AICPA in time to be received by 
September 30, 1976. The Auditing Standards Executive Committee will be 
particularly interested in the reasoning underlying comments and suggestions. 
Sincerely, 
John F. Mullarkey, Director 
Auditing Standards Division 
Kenneth P. Johnson, Chairman 
Auditing Standards Division 
PROPOSED STATEMENT ON AUDITING STANDARDS 
REPORTS ON COMPARATIVE FINANCIAL STATEMENTS 
(Supersedes Statement on Auditing Standards No. 1, 
section 516.11-.12 and Statement on Auditing 
Standards No. 2, paragraph 49) 
1. This Statement provides guid-
ance to an auditor reporting on 
financial statements of one or more 
prior periods that are presented on 
a comparative basis with financial 
statements of the current period. 
Auditor's Standard Report on 
Comparative Financial 
Statements 
2. The fourth standard of re-
porting requires that an auditor's 
report contain either an expression 
of opinion regarding the financial 
statements taken as a whole or an 
assertion to the effect that an opin-
ion cannot be expressed. Reference 
in the fourth reporting standard 
to the financial statements "taken 
as a whole" applies not only to the 
financial statements of the current 
period but also to those of one or 
more prior periods that are pre-
sented on a comparative basis with 
those of the current period. There-
fore, a continuing auditor1 should 
update his report on the individual 
financial statements of the one or 
more prior periods presented on a 
comparative basis with those of 
the current period.2 Ordinarily, the 
auditor's report on comparative 
financial statements should be dated 
as of the date of completion of his 
most recent examination (see SAS 
No. 1, section 530.01). 
3. A continuing auditor's stand-
ard report on comparative financial 
statements for two annual periods 
is as follows: 
1 A continuing auditor is one who has 
examined the financial statements of 
the current period and of one or more 
consecutive periods immediately prior 
to the current period. 
2
 See SAS No. 1, section 543.16-. 17, for 
reporting on restated financial state-
ments of prior years following a pool-
ing of interests. 
We have examined the balance 
sheets of ABC Company as of [at] 
December 31, 19X2 and 19X1, and 
the related statements of income, 
retained earnings, and changes in 
financial position for the years then 
ended. Our examinations were made 
in accordance with generally ac-
cepted auditing standards and, ac-
cordingly, included such tests of 
the accounting records and such 
other auditing procedures as we 
considered necessary in the circum-
stances. 
In our opinion, the financial state-
ments referred to above present 
fairly the financial position of ABC 
Company as of [at] December 31, 
19X2 and 19X1, and the results of 
its operations and the changes in its 
financial position for the years then 
ended, in conformity with generally 
accepted accounting principles ap-
plied on a consistent basis. 
If statements of income, retained 
earnings, and changes in financial 
position are presented on a com-
parative basis for one or more 
prior periods, but the balance 
sheet(s) as of the end of such 
period(s) is not presented, the 
phrase "for the years then ended" 
should be changed to indicate that 
the auditor's opinion applies to each 
period for which statements of 
income, retained earnings, and 
changes in financial position are 
presented, such as "for each of the 
five years in the period ended 
[date of latest balance sheet]." 
4. During his current examina-
tion, the auditor should be alert for 
circumstances or events that may 
affect the prior-period financial 
statements presented (see para-
graph 6) or the adequacy of in-
formative disclosures concerning 
those statements (see SAS No. 1, 
section 430, and ARB No. 43, chap-
ter 2A). The auditor should con-
sider the effects of any such 
circumstances or events coming to 
his attention on his updated report 
on the prior-period financial 
statements. 
Report With Differing Opinions 
5. Since the auditor's report on 
comparative financial statements 
applies to the individual financial 
statements presented, an auditor 
may modify his opinion or disclaim 
an opinion with respect to one or 
more financial statements for one or 
more periods, while expressing an 
unqualified opinion on the other 
financial statements presented. 
When this situation occurs, the 
auditor should disclose all the 
substantive reasons in a separate 
explanatory paragraph(s) of his 
report and should include in the 
opinion paragraph an appropriate 
modification and a reference to the 
explanatory paragraph(s). An ex-
planatory paragraph is not required, 
however, when the opinion para-
graph has been modified because 
of a change in accounting princi-
ple. (See SAS No. 2, paragraphs 
29 through 47.) Following are 
examples of reports on comparative 
financial statements (excluding the 
standard scope paragraph, where 
applicable) with different opinions 
or a disclaimer of opinion on 
one or more financial statements 
presented. 
Qualified opinion on current year's 
financial statements with prior year 
unqualified 
(Explanatory paragraph) 
As discussed in Note X, during 
19X2 the Company became a de-
fendant in a lawsuit relating to the 
sale in 19X2 of a wholly owned 
subsidiary. The ultimate resolution 
of the lawsuit cannot be determined, 
and no provision for any liability 
that may result has been made in 
the 19X2 financial statements. 
3 
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(Opinion paragraph)3 
In our opinion, subject to the ef-
fects, if any, on the 19X2 financial 
statements of the ultimate resolution 
of the uncertainty referred to in the 
preceding paragraph, the financial 
statements referred to above present 
fairly the financial position of ABC 
Company as of December 31, 19X2 
and 19X1, and the results of its 
operations and the changes in its 
financial position for the years then 
ended, in conformity with generally 
accepted accounting principles ap-
plied on a consistent basis. 
Qualified opinion on prior-year's 
financial statements with the 
current year qualified for the same 
reason and an additional reason 
(Explanatory paragraphs) 
The Company has excluded from 
property and debt in the accom-
panying 19X2 balance sheet certain 
lease obligations that were entered 
into in 19X2, which, in our opinion, 
should be capitalized in order to 
conform with generally accepted 
accounting principles. If these lease 
obligations were capitalized, prop-
erty would be increased by $ ., 
current maturities of long-term debt 
by $ , long-term debt by 
$ . . . . . . , and retained earnings by 
$ as of December 31, 19X2, 
and net income and earnings per 
share would be increased (de-
creased) by $ and $ , 
respectively, for the year then 
ended. 
As discussed in Note X, the Com-
pany is involved in continuing 
litigation relating to patent infringe-
ment. The ultimate resolution of 
this litigation cannot be determined, 
and no provision for any liability 
that may result has been made in 
the 19X2 or 19X1 financial 
statements. 
(Opinion paragraph) 
In our opinion, except for the ef-
fects on the 19X2 financial state-
ments of not capitalizing lease ob-
ligations, as described in the second 
paragraph, and subject to the ef-
fects, if any, on the 19X2 and 19X1 
financial statements of the ultimate 
resolution of the uncertainty re-
3
 The auditor's reservations may also be 
expressed in the following manner: 
In our opinion, subject to the ef-
fects on the 19X2 financial statements 
of any adjustments that may result 
from the final determination of the 
uncertainty referred to in the preced-
ing paragraph, the financial statements 
referred to above present fairly . . . . 
ferred to in the preceding para-
graph, the financial statements re-
ferred to above present fairly the 
financial position of ABC Company 
as of December 31, 19X2 and 19X1, 
and the results of its operations and 
the changes in its financial position 
for the years then ended, in con-
formity with generally accepted ac-
counting principles applied on a 
consistent basis, 
Unqualified opinion on the current 
year's financial statements with 
disclaimer of opinion on the 
prior-year's statements of income, 
retained earnings; and changes in 
financial position 
(Scope paragraph) 
. . . Except as explained in the 
following paragraph, our examina-
tions were made in accordance with 
generally accepted auditing stand-
ards and, accordingly, included 
such tests of the accounting records 
and such other auditing procedures 
as we considered necessary in the 
circumstances. 
(Explanatory paragraph) 
We did not observe the taking of 
the physical inventory as of Decem-
ber 31, 19X0, since that date was 
prior to our appointment as auditors 
for the Company, and we were un-
able to satisfy ourselves regarding 
inventory quantities by means of 
other auditing procedures. 
(Opinion paragraph) 
In our opinion, the balance sheets 
of ABC Company as of December 
31, 19X2 and 19X1, and the related 
statements of income, retained earn-
ings, and changes in financial posi-
tion for the year ended December 
31, 19X2, present fairly the financial 
position of ABC Company as of 
December 31, 19X2 and 19X1, and 
the results of its operations and the 
changes in its financial position for 
the year ended December 31, 19X2, 
in conformity with generally ac-
cepted accounting principles ap-
plied on a consistent basis.4 
(Disclaimer paragraph) 
As explained in the second para-
graph, the scope of our work re-
garding inventories as of December 
31, 19X0, was not sufficient to en-
4
 It is assumed that the independent au-
ditor has been able to satisfy himself as 
to the consistency of application of gen-
erally accepted accounting principles 
(see SAS No. 1, sections 420 and 
546.14-.16). 
able us to express, and we do not 
express, an opinion on the state-
ments of income, retained earnings, 
and changes in financial position 
for the year ended December 31, 
19X1. 
Revision of Previous Opinion5 
6. If during his examination an 
auditor becomes aware of circum-
stances or events that occurred dur-
ing the current period and tha t 
affect the financial statements of a 
prior period, he should consider 
the continuing appropriateness of 
his report on the financial state-
ments of the prior period. The fol-
lowing circumstances or events 
ordinarily should cause an auditor 
to revise his opinion from tha t 
expressed in an earlier report on 
the financial statements of the prior 
period: 
• Subsequent resolution of an 
uncertainty. The resolution in 
the current period of an uncer-
tainty that caused an auditor 
to modify his opinion on the 
financial statements of a prior 
period eliminates the need for 
the modification. Accordingly, 
the auditor's upda ted report 
on the financial statements of 
the prior period should not 
be modified with respect to 
the resolved uncertainty. 
• Discovery of an uncertainty 
arising in a subsequent period. 
If, during his current examina-
tion, an auditor becomes aware 
of an uncertainty that may 
affect the prior-period finan-
cial statements, he should de-
termine the effect, if any, on 
those statements and consider 
the need to modify his up -
dated opinion or disclaim an 
opinion. 
• Subsequent restatement of 
prior-period financial state-
ments. If an auditor has pre-
viously expressed a qualified 
or adverse opinion on finan-
cial statements of a prior 
period because of a depar ture 
from generally accepted ac-
counting principles, and t h e 
5
 This type of revision is distinguished 
from that discussed in SAS No. 1, sec-
tion 561, "Subsequent Discovery of 
Facts Existing at the Date of the Audi-
tor's Report." 
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prior-period financial state-
ments are restated in the cur-
rent period to conform with 
generally accepted accounting 
principles, the auditor's re-
port on the restated financial 
statements of the prior period 
should express an unqualified 
opinion. 
7. If, in an updated report, an 
auditor expresses an opinion (or 
disclaims an opinion) different 
from his previous opinion (or dis-
claimer of opinion) on the financial 
statements of a prior period, he 
should disclose all the substantive 
reasons in a separate explanatory 
paragraph(s) of his report.6 Also, 
if the opinion is other than un-
qualified, the auditor should in-
clude in the opinion paragraph (or 
disclaimer paragraph) an appropri-
ate modification and a reference to 
the explanatory paragraph(s)' in 
the report. The explanatory para-
graph(s) should disclose (a) the 
date of the auditor's previous re-
port, (b) the type of opinion 
previously expressed, (c) the cir-
cumstances or events that caused 
the auditor to express a different 
opinion, and (d) whether the pre-
viously issued report is no longer 
appropriate. The following are ex-
amples of explanatory paragraphs 
appropriate when an auditor re-
vises his opinion from that ex-
pressed in a previously issued 
report on the financial statements 
of a prior period. 
Resolution in the current period 
of an uncertainty existing in a 
prior period requiring no adjust-
ment of the financial statements 
In our report dated March 1, 
19X2, our opinion on the 19X1 
financial statements was qualified 
as being subject to the effects, if 
any, on those statements of the 
ultimate resolution of certain litiga-
tion. As explained in Note X, the 
litigation was settled as of Novem-
6
 A separate explanatory paragraph is not 
required in an auditor's report that ap-
pears in a registration statement filed 
under the Securities Act of 1933 if the 
explanatory paragraph was previously 
included in the auditor's report on a 
registrant's financial statements included 
in its annual report filed with regula-
tory authorities under the Securities Ex-
change Act of 1934. 
ber 1, 19X2, at no material cost to 
the Company. Accordingly, we no 
longer qualify our opinion on the 
19X1 financial statements as pre-
sented herein. 
Resolution in the current period of 
an uncertainty existing in a prior 
period requiring adjustment of the 
financial statements of the prior 
period 
In our report dated March 1, 
19X2, our opinion on the 19X1 
financial statements was qualified 
as being subject to the effects, if 
any, on those statements of the 
ultimate resolution of the federal 
income tax matter described in Note 
X. Subsequently, the Company 
agreed to a deficiency assessment 
and the financial statements for the 
year ended December 31, 19X1, 
have been restated to include a 
provision for the assessment (see 
Note X). Accordingly, our opinion 
on the restated 19X1 financial 
statements presented herein has 
been revised to eliminate the refer-
ence to the previous qualification. 
Resolution in the current period of 
an uncertainty existing in a prior 
period requiring recognition in the 
current financial statements 
In our report dated March 1, 
19X2, our opinion on the 19X1 
financial statements was qualified 
as being subject to the realization 
of the investment in DEF Com-
pany. As explained in Note X, the 
carrying amount of that investment 
has been charged to operations in 
the current year as required by 
generally accepted accounting prin-
ciples. Accordingly, our opinion on 
the 19X1 financial statements has 
been revised to eliminate the refer-
ence to the previous qualification. 
A new uncertainty affecting both 
the current and prior-period 
financial statements 
As discussed in Note X, a num-
ber of legal actions were filed 
against the Company subsequent to 
the date of our report on the 19X1 
financial statements. These actions 
claim substantial damages as a re-
sult of alleged violations of antitrust 
laws during prior years. The Com-
pany is in the process of litigating 
these actions, but the ultimate out-
come is uncertain at this time. In 
our report dated March 1, 19X2, 
our opinion on the 19X1 financial 
statements was unqualified; how-
ever, in view of the litigation re-
ferred to above, an unqualified 
opinion is no longer appropriate. 
Subsequent restatement of prior-
period financial statements to 
conform with generally accepted 
accounting principles 
In our report dated March 1, 
19X2, we expressed an opinion that 
the 19X1 financial statements did 
not fairly present financial position, 
results of operations, and changes 
in financial position in conformity 
with generally accepted accounting 
principles because of two depar-
tures from such principles: (1) the 
Company carried its property, plant, 
and equipment at appraisal values, 
and provided for depreciation on 
the basis of such values, and (2) 
the Company did not provide for 
deferred income taxes with respect 
to differences between income for 
financial reporting purposes and 
taxable income. As described in 
Note X, the Company has restated 
its 19X1 financial statements to con-
form with generally accepted ac-
counting principles. Accordingly, 
our previous opinion on the 19X1 
financial statements, as restated, is 
no longer appropriate. 
Report of Predecessor Auditor 
8. A predecessor auditor ordi-
narily would be in a position to 
reissue his report on the financial 
statements of a prior period at the 
request of a former client if he is 
able to make satisfactory arrange-
ments with his former client to 
perform this service and if he re-
ceives an appropriate letter of rep-
resentations from the successor 
auditor (see paragraph 9) . How-
ever, he has no obligation to re-
issue his report. 
9. Predecessor Auditor's Report 
Reissued. Before reissuing (or con-
senting to the reuse of) a report 
previously issued on the financial 
statements of a prior period, a 
predecessor auditor should con-
sider whether his previous opinion 
on those statements is still appro-
priate. Either the current form or 
manner of presentation of the finan-
cial statements of the prior period 
or one or more subsequent events 
might make a predecessor auditor's 
previous opinion inappropriate. 
Consequently, a predecessor audi-
tor should (a) read the financial 
statements of the current period, 
(b) compare the prior-period finan-
cial statements that he reported on 
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with the financial statements to be 
presented for comparative purposes, 
and (c) obtain a letter of repre-
sentations from the successor audi-
tor. The letter of representations 
should state whether the successor's 
examination revealed any matters 
that, in the successor's opinion, 
might have a material effect on the 
financial statements reported on by 
the predecessor auditor (see SAS 
No. 7, "Communications Between 
Predecessor and Successor Audi-
tors," paragraph 11). Also, the pre-
decessor auditor may wish to 
consider the matters described in 
section 543.10-.12 of SAS No. 1. 
However, the predecessor auditor 
should not refer in his reissued re-
port to the report or work of the 
successor auditor.7 
10. A predecessor auditor who 
has been requested to reissue his 
report may become aware of events 
or transactions occurring subse-
quent to the date of his previous 
report on the financial statements 
of a prior period that may affect 
his previous opinion (for example, 
the successor auditor might indi-
cate in his response that certain 
matters have had a material effect 
on the prior-period financial state-
ments reported on by the predeces-
sor auditor). In such circumstances, 
the predecessor auditor should 
make inquiries and perform other 
procedures that he considers neces-
sary (for example, reviewing the 
working papers of the successor 
auditor as they relate to the mat-
ters affecting the prior-period finan-
cial statements). He should then 
decide, on the basis of the evidence 
obtained, whether to revise his 
opinion. If a predecessor auditor 
concludes that his opinion should 
be revised, he should follow the 
guidance in paragraphs 6, 7, and 
11 of this Statement. 
11. A predecessor auditor's 
knowledge of the current affairs of 
his former client is obviously lim-
ited in the absence of a continuing 
7
 In view of the provisions of this para-
graph, the last sentence of section 710.11 
of SAS No. 1 is amended to read as 
follows: 
In the latter instance, the predecessor 
auditor should not refer to the report 
or work of the successor auditor. 
relationship. Consequently, when 
reissuing his report on prior-period 
financial statements, a predecessor 
auditor should use the date of his 
previous report to avoid any impli-
cation that he has examined any 
records, transactions, or events 
after that date. If the predecessor 
auditor revises his report or if the 
financial statements are restated, 
he should dual date his report (see 
SAS No. 1, section 530.05). 
12. Predecessor Auditor's Report 
Not Presented. If the financial 
statements of a prior period have 
been examined by a predecessor 
auditor whose report, expressing 
an unqualified opinion, is not pre-
sented, the successor auditor should 
add the following sentence to the 
end of the scope paragraph of his 
report: 
The financial statements of ABC 
Company for the year ended De-
cember 31, 19X1, were examined 
by other auditors whose report 
dated March 1, 19X2, expressed an 
unqualified opinion on those state-
ments.8 
If the predecessor auditor's opinion 
was other than unqualified, the 
successor auditor should describe 
the nature of and reasons for the 
qualification, as in the following 
example: 
. . . were examined by other audi-
tors whose opinion, dated March 1, 
19X2, on those statements was 
qualified as being subject to the 
effects, if any, on the i9Xl finan-
cial statements of the ultimate reso-
lution of the litigation discussed in 
Note X to the financial statements 
If the financial statements of the 
prior period have been restated, 
the scope paragraph should indi-
cate that a predecessor auditor re-
ported on the financial statements 
of the prior period before restate-
ment. In addition, if the successor 
auditor is able to satisfy himself 
as to the appropriateness of the 
restatement, he may also include 
the following paragraph in his 
report: 
8
 The predecessor auditor should not be 
named in the successor auditor's report. 
We also reviewed the adjust-
ments described in Note X that 
were applied to restate the 19XX 
financial statements. In our opinion, 
such adjustments are appropriate 
and have been properly applied to 
the 19XX financial statements. 
Unaudited Financial Statements 
13. Unaudited financial state-
ments that are presented for com-
parative purposes with audited 
financial statements should be 
clearly marked as "unaudited" and 
should be accompanied by a dis-
claimer of opinion, except as dis-
cussed in paragraph 14. If the 
current-period financial statements 
have been audited and the prior-
period financial statements have 
not, the auditor should include, as 
a separate paragraph in his report, 
a disclaimer of opinion on the un-
audited financial statements (see 
SAS No. 1, section 516.04). If the 
financial statements of the prior 
period have been audited, but the 
current-period financial statements 
have not, the auditor should in-
clude his disclaimer of opinion on 
the unaudited current-period fi-
nancial statements in a separate 
report accompanying the unaudited 
financial statements. The auditor 
may also reissue his previous re-
port on the audited financial state-
ments of the prior period (see sec-
tion 530.06 of SAS No. 1). 
14. Financial statements covering 
a number of years and interim pe-
riods may be required to be pre-
sented on a comparative basis in 
documents filed with the Securities 
and Exchange Commission (SEC). 
Under the rules and regulations of 
the SEC, certain of these financial 
statements must be audited, but 
others may be unaudited. In such 
cases, it is not necessary for a dis-
claimer of opinion to accompany 
the unaudited financial statements; 
however, such financial statements 
should be clearly marked as "un-
audited." 
15. If the auditor has significant 
exceptions or reservations as to un-
audited financial statements pre-
sented, he should make appropriate 
disclosure in his report (see SAS 
No. 1, section 516.06-.07). 
